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CHARACTERISTICS OF FARM REORGANIZATION BANKRUPTCY FILINGS Greatly increased farm financial stress in the 1980
1 s has caused substantial asset and debt restructuring by farm businesses and debt writedowns by agricultural lenders [8, 10, 12] . How financial losses are distributed between producers and their creditors may be determined by voluntary negotiation or the legal processes of foreclosure or bankruptcy.
During the 1980's farm bankruptcy filings have greatly increased. For example, the total number of farm bankruptcy filings in South Dakota, a state with 36,000 farms in 1986, increased from 37 in 1981 to 189 in 1983, 338 in 1985 and 564 in 1986 [4] .
Although discusssion has been directed towards the use of reorganization bankruptcy by farmers, an analysis of actual reorganization bankruptcy filings has not occurred [10] . The purposes of this study are to: (1) examine the major characteristics of farm applicants filing~or chapter 11 reorganization bankruptcy, (2) examine the major characteristics of their secured and unsecured creditors, and (3) determine whether financial and other background information contained on the initial filing had predictive value on the eventual court action.
Overview of Chapter 11 Bankruptcy
Federal bankruptcy chapters 7, 11, 12 and 13 are presently available to farmers [14] . Chapter 7 involves liquidation of the farming operation, while the remaining bankruptcy chapters involve business reorganization plans. A farmer filing a chapter 13 bankruptcy must be a proprietorship with a total debt less than or equal to $350,000 secured and $100,000 unsecured debt.
Chapter 12 became effective on November 27, 1986 and is intended to reduce difficulties farmers experienced in reorganizing under chapters 11 and 13.
Chapter 12 is limited to qualified farm debtors with less than $1.5 million of total secured and unsecured debt. A reorganization plan can only be submitted by the debtor and creditors can not vote . on the proposed plan .
The reorganization plan must be submitted within 90 days of filing and the judge has 45 days to take final action. A chapter 11 reorganization bankruptcy is extremely complicated and a comprehensive treatment is not possible in this paper. Briefly, this process is initiated by filing a chapter 11 bankruptcy petition, which contains initial filing schedules prepared by the farmer and their attorney. After the initial filing, a reorganization plan must be submitted in 120 days and the judge has 240 days to take action on the reorganization plan. Their creditors are typically divided into classes (fully secured, impaired and unsecured) and each class has specific voting rights on the proposed plan. The three potential outcomes of the process are (1) a confirmed reorganization plan, (2) the chapter 11 filing is converted by the farmer to a chapter 7, and (3)
dismissal.
Data Sources and Limitations
The primary data £ources were the initial filing schedules for Chapter 11 reorganization bankruptcy. The schedules used were filed at the Federal Bankruptcy Court in Sioux Falls and represent filings for the entire state of South Dakota. The schedules contain detailed listings of the debtor's property, debts, secured and unsecured creditors, estimated value of secured claims and related information. One-half of the farm chapter 11 filings were randomly selected within the total debt strata specified in Table 1 .
Initial filings provide a financial "snapshot" of the farm business prior -2-to their proposed reorganization plan.
The initial filings do not have sufficient information to determine: (1) the causes of the farms' financial difficulties; (2) the dynamics of farmer-attorney-creditor negotiations; and (3) the eventual success of the proposed reorganization plans.
However, information on the financial structure and conditions of these farm firms and the relative position of their creditors is provided. Although reported asset values may be less reliable, the expectation would be that data presented on debt levels is fairly accurate. Table   1 ).
The distribution of farm business legal organizations among filers was relatively close to that for all South Dakota farmers. Eighty-nine percent of the filers were organized as sole proprietorships with the proportion of proprieterships declining as total debt increased.
Bankruptcy was a "new" experience for most filers, while the high incidence of "other" lawsuits may be a possible reason why these farmers may have filed for protection from creditors under chapter 11. Ninety-five percent of the debtors had not previously filed for bankruptcy and 42 percent were involved in other lawsuits at the time of filing.
Past due local property taxes were owed by 51 percent of those filing (Table 1) . Federal income taxes were overdue by 14 percent of those filing.
Overdue taxes averaged $5,280. The higher incidence of local property taxes primarily reflects stability of ad valorem taxes levied on real estate regardless of current income levels. Tax liens take precedence over the position of secured and unsecured creditors in bankruptcy and eventual tax recovery should be fairly high .
Average total debt at time of filing was $720,700 with ·$662,200 of that amount being secured debt and the remainder being unsecured.
The total amount of debt outstanding for the 219 filers was $157.8 million. Only 7.3 percent of the filers had more than $1.5 million 0f debt, but these filers represented 24 . 7 percent of total debt. Because t heir debt level exceeds the $1.5 million debt limit specified by chapter 12, th i s category of filers would still need to use chapter 11.
An av e rage of 14.7 creditors (5. The amount of time required to obtain a confirmed plan and legal fees are two major factors to be considered by a farmer filing for bankruptcy.
Seventeen months was the average amount of time from filing to final disposition, i.e. confirmed. dismissed or converted. Larger, more complex cases had significantly longer time periods from filing to disposition. Production Credit Associations as a secured creditor, but the average indebtedness ($380,500) was the highest of any creditor group. Insurance companies were unsecured creditors to only 9.6 percent of the debtor filers, but the average loan amount was the second highest--$327,400. Commericial banks, FmHA, and PCA had significantly higher proportion of impaired credit volume than total secured credit volume (Table   2) . For impaired creditors, the mean estimated value of their security interest was only 48 percent of their secured claim.
Unsecured Creditors
About 8 percent of total debt in the sample (or $12.0 million) was held by unsecured creditors or $12.0 million.
Ninety-one percent of debtor filers owed debts to one or more secured creditors. The average total amount of unsecured debt owed was $60,000 split among 9.8 creditors (Table 3 ).
Local and regional mainstreet businesses were the major unsecured
creditors. An average of 4.5 unsecured farm suppliers were collectively owed $21,000 by 79 percent of debtor-filers.
A majority of the filers also owed debt to unsecured machinery dealers, auto repair shops, retail merchants and retail service business. Nearly one quarter reported debts to builders and contractors or to doctors, dentists or hospitals. Average amounts owed to these types of unsecured creditors were less than $6000.
Discriminant Analysis of Initial Filings-Preliminary Results
The initial Chapter 11 filing schedules contain a significant amount of financial structure data on the filers. Discriminant analysis was used to determine whether this information could be used to predict the eventual disposition of a chapter 11 filing i.e., debtor's reorganization plan is confirmed or not confirmed. Discriminant analysis has previously been used to classify agricultural loans based on the financial and management characteristics of the borrower [2, 6, 7] .
A stepwise procedure was used to select a subset of variables to be used in a linear discriminant model [9] .
The dependent variable in the discriminant function analysis was the case's disposition. Ten variables measuring management experience, the financial structure of the farm, the degree of lender impairment, number of secured and unsecured creditors, debt levels, and farm size were used in the initial analysis. Whether a variable was retained in the model was based on a F test from an analysis of covariance. Only cases filed from 1980 to 1983 were used to estimate the discriminant functions. Only four variables were retained in the discriminant model: total debt outstanding at the time of filing, the ratio of total debt to total assets, the percentage of total assets being grain, livestock and machinery inventory, and the percentage of total assets being real estate (Table 4) . The coefficients were positive for the four variables. This would imply a farm with a large outstanding debt, a high debt to asset ratio and high proportion of total assets in the farming operation had a greater probability of having a confirmed plan. The model's F (4,61) value was 2.56 and was significant. Because of the high costs associated with chapter 11, a useful model should have the ability to identify those cases which have a high potential for not being confirmed. By correctly identifying those cases which were not confirmed, such a model would enable producers to identify whether they had a high probability of failure.
These preliminary results indicate that the initial filings do not contain sufficient information to adequately forecast the disposition of a chapter 11 filing. Institutional factors such as the law firm retained, the judicial interpretation of specific situations, the objectives of the parties involved, and personalities may dominate the process rather than the economics associated with the financial structure of the firm.
-l2- Although considerable agricultural economic research has been conducted concerning the level of financial stress and reorganization options, an analysis of actual reorganization bankruptcy filings has not occurred. Based on initial bankruptcy filings for chapter 11 bankruptcy, these farmers were found to have a median experience level of 18 years in farming. The average amount of total debt was $721 thousand with 92 percent of this debt being held by secured creditors. Nearly one-half of the secured creditors were impaired with the mean ratio of security interest to secured claim of 48 percent .
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Local and regional businesses were the primary unsecured creditors. About two-thirds (69%) of the farm businesses were insolvent at the time of filing.
A discriminant function analysis was used to determine whether information contained on the initial bankruptcy filing could be used to forecast whether a reorganization plan would be eventually confirmed.
Producers with large total debt levels, highe~ debt to asset ratios, higher grain, livestock and machinery inventory to total asset ratios, and higher farm real estate to total asset ratios were found to be more likely to eventually have confirmed plans. Although the discriminant model was statistically significant and was able to identify those eventually had a confirmed plan, the model lacked an ability which filings did not result in a reorganization plan.
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